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As one of the most significant accounting information, due to the impact of 
earnings management, the reliability and relativity decline badly, which mislead the 
decision-making of investors and other information users, and make it difficult to 
optimize the allocation of resources in the capital market, endangering the healthy 
and orderly development of capital market. Free cash flow means the cash surplus 
after the normal operation, which can be used to pay for the dividend and debts 
without effect the operation. The using of the free cash flow influents the benefits of 
the stakeholders. Corporate governance is a kind of institutional arrangements which 
can releave the benefits conflicts between the insiders and the investors outside, and 
it’s thought to be the important mechanism to restrain the earnings management. 
This article aims at studying the relationship among these three aspects in our capital 
market through empirical research, which would be a useful complement to the 
research of earnings management in our country. 
This article chooses non-financial listed companies’ datum from 2004 to 2008, 
which are obtained by Shanghai and Shenzhen Stock Exchange. On the basis of 
adjusted-Jones model, this paper calculates the companies’ discretionary accruals as 
the indication of their earnings management. After the research through the all and 
separate data, our major conclusions through the empirical analysis are as following: 
(1)in general, the relationship between free cash flow and earnings management are 
uncertain; The board size has the positive relationship with the earnings management; 
The proportion of independent director and the first stockholder shows U-shape with 
the earnings management, and they are both at the right side of the U-shape, going 
beyond the optimum point; CEO duality and the character of the stock has the 
negative relationship with the earnings management, but hasn’t pass the test of 
significance.(2)In the team of high free cash flow, the relationship between the free 
cash flow and the earnings management are positive relationship, this relationship is 
stronger in the state-owned companies with the high free cash flow; In the team of 
low cash flow, the free cash flow has the negative relationship with the earnings 
management, this relationship is weaker in the state-owned companies with the low 
free cash flow. The mechanism of corporate governance in both team hasn’t 
restricted the earnings management well, especially in the high free cash flow team. 
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